Report of the auditor-general to the Eastern Cape Provincial Legislature 
and the Council on the Alfred Nzo District Municipality 


Report on the audit of the financial statements 


Opinion 


if 


1. I have audited the financial statements of the Alfred Nzo District Municipalify^^t^iiJAon pages 
... to .... which comprise the statement of financial position as at 30 ^^jne^OlS.fae statement 
of financial performance, statement of changes in net assets, ca^flo^rt^Bfnent and the 
statement of comparison of budget and actual amount for the,y©aNf)®fi stated, as well as the 
notes to the separate financial statements, including a sumniary crfsigntficant accounting 
policies. € 


2. In my opinion, the separate financial statements prebfht fairly,^all material respects, the 
financial position of the Alfred Nzo District Munirf^l^^June 2018, and its financial 
performance and cash flows for the year the^^^eCtt iccsordance with the South African 
Standards of Generally Recognised Accounting) (SA Standards of GRAP) and the 

requirements of the of the Municipal Fijijiqofe .M^n®g¥ment Act of South Africa, 2003 (Act No. 
56 of 2003) (MFMA) and the Division Act of South Africa, 2017 (Act No.3 of 2017) 
(DoRA). 


X 


"Sj v , 


Basis for the opinion 


, \ 

\ 


3. I conducted my audit ifi accordance with the International Standards on Auditing (ISAs). My 
responsibilities ujaipr jftqps awidards are further described in the auditor-general’s 
responsibilities fbr^te^udft’bf the financial statements section of this auditor’s report. 

/■ j '> s k 

4. I am independent of the municipality in accordance with the International Ethics Standards 
Board fof Acrs^intants’ Code of ethics for professional accountants (IESBA code) and the 
ethiisat requirements that are relevant to my audit in South Africa. I have fulfilled my other 


£. 


^ijcqf responsibilities in accordance with these requirements and the IESBA code. 

tm - we that the audit evidence I have obtained is sufficient and appropriate to provide a basis 
opinion. 


Emphasis of matters 

6. I draw attention to the matters below. My opinion is not modified in respect of these matters. 



Restatement of corresponding figures 

7. As disclosed in note 46 to the financial statements, the corresponding figures for 30 June 2017 
have been restated as a result of errors identified during in the financial statements of the 

municipality at, and for the year ended, 30 June 2018. 

i 

Irregular expenditure 


8. As disclosed in note 50 to the financial statements, irregular expenditure amounting to 

R201 million (2017: R326million) was incurred due to supply chain management transgressions 
that occurred in the prior financial years. The cumulative balance as at 30 June 2 0*18 > 
amounted to R1,1 billion (2017: R1 billion). 


Unauthorised expenditure 

/ \ 

9. As disclosed in note 48 to the financial statements, unauthorised ex^hdife^anpunting to 
R6,9 million (2017: R33 million) was incurred due to overspending in Jhe Wie^that occurred in 
the current financial year. The cumulative balance as at 30 Jjjrte 2040 amounted to R346 
million (2017: R339 million) ... 



Material losses 


. v 


10. As disclosed in note 11.1 to the financial statenpdPk the|fH^cipality incurred water losses 
totalling R27,9 million (2017: R53,5 million) v^hibh u^r^ents 34% (2017: 90%) of total water 
purchased. ' 

jt 

Other matter <■ 


X!--, 


11.1 draw attention to the matterfe$ifbw. My opinion is not modified in respect of this matter. 

* '' 

Unaudited disclosure rustr- \ '' 

p ™ ^ K. 

A v. \ ■ \ ' 

12. In terms of section f25(2)(e).Mthe MFMA, the entity is required to disclose particulars of non- 
compliance with , %k^isTaft)h. This disclosure requirement did not form part of the audit of 

the financial Mateme^s and, accordingly, I do not express an opinion thereon. 

\ yr 

< ■ 

RespoQ£Mfttie9<M the Accounting Officer for the financial statements 

13. Ruhpng officer is responsible for the preparation and fair presentation of the financial 
''tfjiiMiaiElri&ln accordance with the SA standards of GRAP and the requirements of the MFMA 
\phd4heOoRA and for such internal control as the accounting officer determines is necessary 

tb'^hable the preparation of separate financial statements that are free from material 
misstatement, whether due to fraud or error. 


14. In preparing the financial statements, the accounting officer is responsible for assessing the 
Alfred Nzo District Municipality’s ability to continue as a going concern, disclosing, as 
applicable, matters relating to going concern and using the going concern basis of accounting 
unless the appropriate governance structure either intends to liquidate the municipality or to 
cease operations, or has no realistic alternative but to do so. 
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Auditor-general’s responsibilities for the audit of the separate financial statements 


15. My objectives are to obtain reasonable assurance about whether the financial statements as a 
whole are free from material misstatement, whether due to fraud or error, and to issue an 
auditor’s report that includes my opinion. Reasonable assurance is a high level of assurance, 
but is not a guarantee that an audit conducted in accordance with the l&As will always detect a 
material misstatement when it exists. Misstatements can arise from fraud or error and are 
considered material if, individually or in aggregate, they could reasonably be expected to 
influence the economic decisions of users taken on the basis of these financial statements. 


16. A further description of my responsibilities for the audit of the financial statement^ telfpluded 
in the annexure to this auditor’s report. '■ \ ^ ' 


“X 


Report on the audit of the annual performance report 


17. In accordance with the Public Audit Act of South Africa, 2004 (ActNo/2l| of^004) (PAA) and 
the general notice issued in terms thereof, I have a responsibly to ^epprt ffTaterial findings on 
the reported performance information against predetermined.c^^ii/^Jfor selected 
programmes presented in the annual performance reporfti^iTbriwSNdi procedures to identify 
findings but not to gather evidence to express assurance. \ 'V' 

18. My procedures address the reported performaj^-fhit^^ which must be based on the 

approved performance planning documents^ tfi^%tiii^p^lity. I have not evaluated the 
completeness and appropriateness of the perfgfm^,w^indicators included in the planning 
documents. My procedures also did tp^any disclosures or assertions relating to 

planned performance strategies fri respect of future periods that may be 

included as part of the reported perfor^pance information. Accordingly, my findings do not 
extend to these matters. Jt ’'\v 


19. 


I evaluated the usefulngflt and^jabAty of the reported performance information in 
accordance with the c^feria'^'dtebed from the performance management and reporting 
framework, as de^^d li^lhe^neral notice, for the following selected programmes presented 
in the annual pefl^hipfice report of the municipality for the year ended 30 June 2018: 




_--- 

Development Priority 

Pages in the annual 
performance report 

A \ X i 

^f^pBasaiG Service Delivery and Infrastructure Development 

x-x 

’ • l$^A4^-ocal Economic Development 
- 

x-x 




20. I performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved performance 
planning documents. I performed further procedures to determine whether the indicators and 
related targets were measurable and relevant, and assessed the reliability of the reported 
performance information to determine whether it was valid, accurate and complete. 










21. I did not raise material findings on the usefulness and reliability of KPA4 - Local economic 
development. The material findings in respect of the usefulness and reliability of KPA2 - Basic 
service delivery and infrastructure development are as follows: 

KPA 2 - Basic Service Delivery and Infrastructure Development 

Usefulness 

Indicators are not well-defined, verifiable and measurable 

22. The source of information and the method of calculation for the achievements recorded against 
the planned indicators and targets included in the table below were not clearly deftriigf. 
Furthermore, the systems and processes required to enable reliable reporting ag@Kist^(^e 
indicators and targets were not adequately designed. As a result, they do not ^tow for lhe; 
consistent collection of data to enable reliable measurement of the actual ^Wdrffi#nce. 

i* ' 


No. 

Indicator 

Planned target 

Actual achievement 

1DP 

reference 

1 

5% completion of 
feasibility Study 
Reports:Kinira Bulk 
Water 

5% completion of feasibility 
Study Reports by 30 June 
2018 

Detail feasibility 
studies in progress 

6.3.5.10.12 

2 

% implementation of 
feasibility Study 
Reports: Ntabankulu 
Bulk Water Supply 

5% completion of feasibility 
Study Reports by 30 June 
2018 

Detail feasibility 
studies in progress 

6.3.5.10.13 

3 

% completion of 
feasibility Study 
Reports by 30 June 
2018: Mkhemane 
bulk water supply 

5% completion of feasibility 
Study Reports by 30 June 
2018 

Detail feasibility 
studies in progress 

6.3.5.10.14 

4 

% of road 
infrastructure 
mapped on RAMS 
system 

80 % of road infrastucture 
mapped on RAMS system 
by 30 June 2018 

80 % of road 
infrastructure 
mapped on RAMS 
system 2285000 

6.3.5.10.15 

5 

% completion of 
feasibility study: 
Mbizana ward 10, 
12,13, and 15 water 
feasibility study 

100% completion of 
feasibility study by 30 June 
2017 

100% completion of 
feasibility study 

6.3.5.10.16 

6 

% completion of 
feasibility study 
reports: Ntabankulu 
ward 17 and 18 
water feasibility 
study 

100% completion of 
feasibility study by 30 June 
2017 

100% completion of 
feasibility study 

6.3.5.10.17 
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No. 

Indicator 

Planned largel 

Acluai achievement 

IDP 

reference 

7 

% completion of 
feasibility study 
reports: Ntabankulu 
ward 12 and 14 
water feasibility 
study 

100% completion of 
feasibility study by 30 June 
2017 

100% completion of 
feasibility study 
reports by 30 June 
2018 

6.3.5.10.18 

8 

l 

% completion of 
feasibility study 
reports: Ntabankulu 
ward 1, 5 and 6 
water feasibility 
study 

100% completion of 
feasibility study by 30 June 
2017 

100% completion of 
feasibility study 
reports by 30 June 
2018 

6.3.5.10.19 


Reliability 
Various indicators 

y~'“V L S . Li / \ ■■ 

23.1 was unable to obtain sufficient appropriate ai^i^e^ietene^lior the reported achievements of 
eight of the 40 indicators relating to this dev^pi^sAitfidjrity. This was due to limitations 
placed on the scope of my work. I was upable ^confrm the reported achievements by 
alternative means. Consequently, I wastirraWeta determine whether any adjustments were 
required to the reported achievemei$iftinthe annual performance report of the indicators listed 
below: \ F 


No. 

Indicator number 

Acluai achievement 

IDP 

reference 

1 

5% completion ot feasibility Study 
Reports: Kinira Bulk Water 

Detail feasibility studies in 
progress 

6.3.6.10.12 

2 

% implementation of feasibility 

Study Reports: Ntabankulu Bulk 
Water Supply 

Detail feasibility studies in 
progress 

6.3.5.10.13 

3 

% completion of feasibility Study 

Reports by 30 June 2018: Mkhemane 
bulk water supply 

Detail feasibility studies in 
progress 

6.3.5.10.14 

4 

% of road infrastructure mapped on 
RAMS system 

80 % of road infrastructure 
mapped on RAMS system 
2285000 

6.3.5.10.15 

5 

% completion of feasibility study: 
Mbizanaward 10, 12,13, and 15 
water feasibility study 

100% completion of feasibility 
study 

6.3.5.10.16 

6 

% completion of feasibility study 
reports: Ntabankulu ward 17 and 

100% completion of feasibility 

6.3.5.10.17 
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No indicator number 


Actual achievement 


I DP 

reference 



18 water feasibility study 

study 

!- 

7 

% completion of feasibility study 
reports: Ntabankulu ward 12 and 

14 water feasibility study 

100% completion of feasibility 
study reports by 30 June 2018 

6.3.5.10.18 

8 

% completion of feasibility study 
reports: Ntabankulu ward 1, 5 and 

6 water feasibility study 

100% completion of feasibility 
study reports by 30 June 2018 

6.3.5.10.19 


Indicator: Water supply schemes complete 


' "xV 


24. The reported achievement of seven completed water supply sdjftimef agawrst the indicator 
Number of interim water supply schemes completed, which. nine completed 

water supply schemes in the annual performance report di^ltotfpaipto the supporting 
evidence. The supporting evidence provided indicat§# that th^actual achievement was nine 

completed water supply schemes. ' \ ‘ • 

F*| , 1 _ 

f \ _ j 

Other matters v,\\ kJ 




'' ■/ 


X" x. \" 

25. I draw attention to the matter below. 


Achievement of planned targets Sc 

jjtk k 

26. Refer to the annual perfornlspG^ report on pages x to x for information on the achievement of 
planned targets for th^^fMt. 1^^|rifehmation should be considered in the context of the 
material findings oryth$ dsefuSiess and reliability of the reported performance information in 
paragraphs 21 

'■Wf - 

--;- 

Report on timgiidii or^ompliance with legislation 

-- 

J ~‘""/ V 

/ V - v '■> '' 

Introdi^affdi^.jbnd scope 

, J % ' j ‘ 

la s e^eord»fr6e with the PAA and the general notice issued in terms thereof, I have a 
N re$pcvtiiHbiiity to report material findings on the compliance of the municipality with specific 
rh^ters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 


28. The material findings on compliance with specific matters in key legislations are as follows: 


Annual financial statements, performance and annual reports 


29. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122(1) of the MFMA. Material misstatements of 
disclosure items identified by the auditors in the submitted financial statement were 
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subsequently corrected and the supporting records were provided subsequently, resulting in 
the financial statements receiving an unqualified audit opinion. 

Strategic planning and performance management 


30. The performance management system and related controls were inadequate as the described 
processes of planning, measurement and reporting were not conducted and managed as 
intended, as required by the municipal planning and performance management regulation 7(1). 


Procurement and contract management 

f' / "**'* Ji \ 

31. The contract performance and monitoring measures and methods were not suffid^tlpensure 
effective contract management, as required by section 116(2)(c) of the 

compliance was also reported in the prior year. , ./'*■j "X? 

\ . M ’ r - / 

Expenditure management "V < 

32. Money owed by the municipality was not always paid within required by section 

65(2)(e) of the MFMA. 


y\ 

\ ' k * .. J . 


33. Reasonable steps were not taken to prevent fruitless and w^bfpf expenditure amounting to 
R0,96 million as disclosed in note 49 to the annual-finarKJial^tdte'ments, in contravention of 
section 62(1 )(d) of the MFMA. The majority of fruitless and wasteful expenditure 

was caused by interest paid on overdue acq$irtt%'0* ■) 


A... 


\ XW 


34. Reasonable steps were not taken to prave^tunauthorised expenditure amounting to 

R6,9million, as disclosed in note 4&io4Ha;ah i ru^financial statements, in contravention of 
section 62(1 )(d) of the MFMA. The m^orfty of the unauthorised expenditure was caused by 
overspending of the budget.. - 

Human resource manage ip| \ 

\ j{ v V\. y 

35. Senior managers fa^sdj^dt^q^>se financial interests within 60 days from date of appointment, 

as required by 3H8(10( a ) on appointment and conditions of employment of senior 

managers. ^ a 

L \ 

Conseq en ^ igement 

| |k X \ > 

^ \ ^ 

36. Unautfiorised expenditure incurred by the municipality was not investigated to determine if any 
'lie for the expenditure, as required by section 32(2)(a) of the MFMA. 


37.'t1^Sflutef and fruitless and wasteful expenditure incurred by the municipality were not 
investigated to determine if any person is liable for the expenditure, as required by section 
32(2)(b) of the MFMA. 


Other information 


38. The Alfred Nzo District Municipality’s accounting officer is responsible for the other information. 
The other information does not include the separate financial statements, the auditor's report 
and those selected programmes presented in the annual performance report that have been 
specifically reported in this auditor’s report. 
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39. My opinion on the financial statements and findings on the reported performance information 
and compliance with legislation do not cover the other information and l do not express an 
audit opinion or any form of assurance conclusion thereon. 

40. In connection with my audit, my responsibility is to read the other information and, in doing so, 
consider whether the otheir information is materially inconsistent with the separate financial 
statements and the selected programmes presented in the annual performance report, or my 
knowledge obtained in the audit, or otherwise appears to be materially misstated. 


41. I did not receive the other information prior to the date of this auditor’s report. When I.do 
receive and read this information, if I conclude that there is a material misstatemefttttoerein, I 
am required to communicate the matter to those charged with governance an^ireq sstthat the 
other information be corrected. If the other information is not corrected, I may..h^s^|«jbact 
this auditor’s report and re-issue an amended report as appropriate, however, fF Jfis corrected 
this will not be necessary. 


Internal control deficiencies 


I*'-’ — 


42. I considered internal control relevant to my audit of the fih^teiat^taWnents, reported 

performance information and compliance with applicable legislation! however, my objective 
was not to express any form of assurance on it. The ji^iHers-reported below are iimited to the 
significant internal control deficiencies that re s^w | tf iMb^witfings on the annual performance 
report and the findings on compliance with preluded in this report 


Although the municipal leaderships® ihl^emented processes and controls to improve 
the performance culture anqfQovSn^hi^timited action was taken to investigate prior 
year unauthorised, irregular £**efl as fruitless and wasteful expenditure. This had a 
direct bearing on the^rfuffiber ofeofripliance findings reported. 

4 I 

The systems and'pmd^s^eWed by management to collect, collate and report on 
certain perforn^^^icaibrs and targets were not adequate. This resulted in the 
material fir^gXonJheperformance information. 




Other 


repoi^a 


43. I dr^SS^tioX^'the following engagement that had, or could have, an impact on the matters 
rep ■bd'in fcje municipality's financial statements, reported performance information, 


bt^n p S S c& With applicable legislation and other related matters. This report did not form part 
4 ! ofmy opinion on the financial statements or my findings on the reported performance 
XiKphrration or compliance with legislation. 

Investigations 


44. Allegations relating to improper or unlawful conduct by councillors, officers or employees of the 
Alfred Nzo District Municipality are subject to an investigation by the Special Investigating Unit. 
At the date of this report the investigation was still in progress. 


East London 







30 November 2018 



AUDITOR-GENERAL 
SOUTH AFRICA 


Aucf/f/ng fo Jbui/cf public confidence 




Annexure - Auditor-general’s responsibility for the audit 

1. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and the 
procedures performed on reported performance information for selected development priority 
and on the municipality’s compliance with respect to the selected subject matters. 


Financial statements 


2 . 


In addition to my responsibility for the audit of the separate financial statements as described 
in this auditor's report, I also: 

• identify and assess the risks of material misstatement of the separate financial st^errt^nts 

whether due to fraud or error, design and perform audit procedures response 4|p>'tttose 
risks, and obtain audit evidence that is sufficient and appropriate to Q basis for my 

opinion. The risk of not detecting a material misstatement resulting ISp^ ft^fad is higher 
than for one resulting from error, as fraud may involve collusion, forgery, Intentional 
omissions, misrepresentations, or the override of internal control' ■ \. 

• obtain an understanding of internal control relevant tofrtaudi^q^aer to design audit 
procedures that are appropriate in the circumstanced, jWhnqf fiprthe purpose of 
expressing an opinion on the effectiveness of th^municip$lij^ internal control 


evaluate the appropriateness of accounting j^#des; ifeepjBhd the reasonableness of 
accounting estimates and related disctosui^ rd^db^fiie accounting officer 

conclude on the appropriateness of Jbfce sid^'n^f^Officer’s use of the going concern basis 
of accounting in the preparation of^ejban^ statements. I also conclude, based on the 
audit evidence obtained, wheth# a'^SSitertgtjuhcertainty exists related to events or 
conditions that may cast significant doubt on the Alfred Nzo District Municipality’s ability to 
continue as a going conctib&lf I confide that a material uncertainty exists, I am required 
to draw attention in my%:kdift#6report to the related disclosures in the financial 
statements about th%maie^ uncertainty or, if such disclosures are inadequate, to modify 
the opinion on the’fthariefsf stefements. My conclusions are based on the information 
available to n^atjtbe’dateof this auditor’s report. However, future events or conditions 
may cause a^wibipality to cease continuing as a going concern 

evalu^fe the overa^presentation, structure and content of the financial statements, 
in cluing the disclosures, and whether the financial statements represent the underlying 
giotatstnd events in a manner that achieves fair presentation 

'X::r 

^ \ \ — 

Communication with those charged with governance 

3. I communicate with the accounting officer regarding, among other matters, the planned scope 
and timing of the audit and significant audit findings, including any significant deficiencies in 
internal control that I identify during my audit. 

4. I also confirm to the accounting officer that I have complied with relevant ethical requirements 
regarding independence, and communicate all relationships and other matters that may 
reasonably be thought to have a bearing on my independence and, where applicable, related 
safeguards. 


O’ 
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